B. "Customer Choice" Renewable Portfolio Standard (RPS)

Submitted by: Independent Energy Producers Association (IEP)

1. I nterpretation of Commission's Goals and Rational for Strategy

| EP recognizes and applauds the Commission's strong stand on a market-based approach to
developing and fostering renewable resources. Asaresult of the Commission’'s Restructuring
Decision, dated December 20, 1995 (D. 95-12-063, as revised January 10, 1996), IEP
interprets the Commission's renewable policy in the context of restructuring to adhere to the
following principles:

. Maintain Existing Resour ce Diversity and Foster the Development of
New Renewable Resources. The Commission has stated clearly its goa of
"establishing restructuring policies which maintain Californias resource diversity for
existing resources as well as encourage development of new resources’ (D. 95-12-063,
p. 146).

. Foster Market-based Approachesin which Buyers and Sellers Exercise
Choice. The Commission notesthat its "market-based" approach will alow buyers
and sellers to search the market for the best renewable bargains and to internalize such
costsin their prices without the need for a surcharge to fund renewabl es devel opment
(ibid, p. 150).

. Investigate Need For Transitional Strategy Affecting the Resour ce
Portfolios of Some California Utilities. The Commission recognized that it
may be appropriate to develop atransitiona strategy given the current resource
portfolios of some utilities, while preferring that the requirement be set at the same level
for al electric utilities on astatewide basis, [ibid, p. 149]. The Commission expects
that the minimum renewables levels would be in place beginning 1998 and continuing
through 2000, at which point the Commission would revisit whether the requirement
should be modified (ibid, p. 150).

. Utilize Market Mechanisms and Strategies To Foster Competition in
Renewable Resources. The Commission recognized that tradeable, renewable
"credits’ could/would be available to provide the most flexibility in meeting the
renewable standard. The Commission hasreiterated its belief that a minimum
renewables purchase requirement is the best approach to meet our Californias resource
diversity goals (ibid, p. 149).

In addition to the goals outlined in the Commission's Restructuring Decision, the Commission
raised in its "Procedural Roadmap," dated March 13, 1996 (p. 27-28) the need to determine the
answers to certain key questions, including the following:

. What isthe appropriate level for the minimum renewables purchase
requirement? The Commission believesthat it may be appropriate to establish floors
for certain technology types, in order to maintain the diversity of renewable resources
(ibid., p. 150); however, the Commission seeks recommendations from parties asto

RWG Report DRAFT #2, July 9, 1996 -- Section V.1.B, Page 1



such technology bands.

. On whom the obligation should be placed? The Commission indicated its
belief that diversity goas can be achieved by placing the requirement on either retail
providers of electricity, or on generators (ibid, p. 149), yet the Commission has yet to
determine on whom the obligation should be placed.

. What should constitute a meaningful penalty for non-compliance? The
Commission notes that a meaningful penalty for noncompliance should be established,
but leaves open the question as to whether the "penalty” ought to be punitive (e.g. a
state administered "fine") or in the nature of incentives (e.g. financia rewards for
achieving a statewide renewable standard in atimely and efficient manner).

. Isit appropriate to establish a uniform requirement for all electric
providers, including utilities on a statewide basis? Itislaudable that the
Commission would seek to impose auniform requirement for all electric utilitieson a
statewide basis. However, the Commission's jurisdictional authority does not extent to
that extent. Accordingly, the Commission must address that which it can accomplish,
namely auniform requirement on those entities subject to itsjurisdiction.

The Procedural Roadmap makes clear that the Commission is seeking advice on these key
issues as it moves forward in developing and implementing its renewable policy in light of
industry restructuring and the creation of increasingly market-based energy markets. |EP has
developed aproposal for a statewide renewable policy that addresses each of the goals and
guestions of the Commission in this matter.

2. Program Overview and Description
a. Origin of the Strategy

|EP has long advocated resource diversity in eectric resource procurement. This positionis
firmly grounded in rational resource planning and consistent with Californialaw. As part of
the Californiarestructuring effort |EP has endorsed a " customer-choice" market-based
Renewable Portfolio Standard (RPS) to provide a viable market for renewables.

The Commission's Restructuring Decision presents the first meaningful opportunity for the
exercise of this customer choice. Asthe regulatory paradigm shifts from economic regulation
of monopolies to competitive markets, captive ratepayers will be transformed into customer s
with market options. Renewable energy isaproduct that many customers favor. Therefore,
customer choice must be the foundation upon which renewable energy isintegrated into any
sustainable future market.

To assure attainment of state policy goasin the event of market failure, IEP's proposal
provides a"regulatory backstop,” namely the UDC under the jurisdiction of the CPUC.

b. |EP Customer-Choice RPS Principles

| EP's Customer-Choice RPS approach is premised on the following principles:
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. Encouraging Market-forces Rather than Regulation. IEP's proposal
maximizes customer choice and market-based solutions, minimizes regulatory
intervention and oversight, and ensures that the overall, statewide RPS standard is

attained.

. Administrative Ease. |EP's proposal relies on existing institutional/regul atory
structures and avoids the need to create new regulatory and administrative processes or
institutions.

. Limiting Potential Jurisdictional Conflicts. |EP'sproposal can be

implemented by the Commission itself, and does not require the cooperation of other
state or federal agencies. Further, because the proposal falls solely within the
jurisdiction of the Commission, the proposals avoids FERC and U.S. Constitution
concerns (i.e. Commerce Clause).

. Political Viability and Practicality. |IEP'sfundamenta goal isensuring that any
renewable program (whether RPS or otherwise) resultsin actual kwWh production.
|EP's proposal does not require legislation to implement, and under the approach the
UDC isfinancially motivated (viaa PBR proceeding) to provide the regulatory
backstop role to ensure timely and efficient attainment with the RPS. 1EP's proposal
avoids attempts to impose new mandates and enforcement/policing mechanisms on
market participants not aready subject to such regulatory oversight.1

c. RPSImplementation

Under |EP's customer-choice RPS approach, market participants (including UDCs, supply
aggregators, demand aggregators, power marketers/brokers, and bilateral contractors) will
have maximum flexibility in devel oping renewable energy portfolios to match customer
demands. To provide customers with the assurance that their renewable purchases actually
derive from renewable facilities, renewable providers would be certified as "green marketers'
[aelaboration of the green marketers concept is provided below]. Opportunities to purchase
renewable energy/RECs would be facilitated through bilateral contracts and/or the purchase of
RECs viathe market.

To monitor the level of market-based compliance, al renewable "certifications' (e.g.
contractual commitments) would be forwarded to the local UDC, acting on behalf of the state,
for verification and compilation. The UDC will rely on these certifications as the means to
measure the amount of renewable purchases in the market, and then compare the amount with
the RPS. If the amount of renewables purchased in the market exceeds the RPS, no further
action by the UDC isrequired. If the amount is less than the RPS, then the UDC entersthe

1

As dluded to in the Commission's Restructuring Decision, the Commission is considering whether or not to
impose a minimum renewable purchase requirement on all retail sellers or generators. Once restructuring is fully
implemented with full direct access opportunities, entities potentially subject to the "all retail sellers or generators'
approach may include small cogenerators selling "across-the-street” (e.g. schools, hospital's, and government facilities),
power marketers, retail aggregators purchasing/selling at retail to customers, and small generators selling "inside the
fence."
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market (within a three month period) and purchases the requisite renewables to ensure
attainment of the state's policy goals.2

Under |EP's RPS approach, each regulated public utility in the State of Californiawould be
required to assure that a minimum percentage of renewables (kWh as a percentage of total
annual sales) within its distribution service territory are equivalent to that which existed for the
utility as of January 1, 1994, plus that which would have existed had Preliminary BRPU
winners executed contracts; further, each regulated public utility should assure to the extent
practical the diversity of renewable resources within that same service territory at that time,
including a solid-fuel biomass technology band. Thislevel of renewables corresponds to
approximately 13% of Californias statewide energy resource mix. Thislevel representsa
reasonable starting point based on extensive analysis in the Electricity Report 1994 and the
BRPU.3

The definition of renewable energy used herein isthat prescribed in existing state law (Public
Utilities Code, Section 701.1), including wind, solar, biomass (including landfill gas and
waste-to-energy), and geothermal energy.

Due to the non-bypassable nature of the program, all customers under the regulatory
jurisdiction of the CPUC, including direct access customers, will share equitably in the costs of
meeting the state's policy goals. However, the direct access customer has the choice (1) of self
procurement (through such mechanisms as a bilateral contract with renewable generator(s),
through the production credit market, or via an aggregator), or (2) of paying the UDC for
procuring the requisite renewables on the customers behalf. |If the direct access customer
chooses to self procureit will have to provide verification/certification to the UDC. Upon
receipt of the requisite verification/certification, the UDC will subtract an equivalent amount of
renewables from its own purchasing plans. In the event that a direct access customer certifies
to the UDC that a specified amount of renewables will be procured and subsequently failsto
verify this, then the UDC will charge the direct access customer through the distribution bill for
those renewables procured by the UDC. Under this approach, the UDC and its customers will
not bear any additional cost for renewables, but society will be assured of achieving the
requisite level of renewables.

2

IEP welcomes participation by California's municipal utility districts in this program, but recognize
that these entities are not subject to the jurisdiction of the CPUC. However, IEP believes that its customer-
choice RPS approach is equally applicable to municipal utilities assuming that legislation were approved
mandating municipal utility participation.

3

IEP recognizes that, in spite of existing state law and the Commission's policies fostering renewable
resource development, regulated California utilities varied greatly in the amount of renewables in their
energy portfolio as of January 1, 1994. In implementing IEP's program, the Commission should endeavor
to transition the level of renewables that existed for each utility as of January 1, 1994, to a state-wide
standard (as a percentage of total energy sales) that would apply comparably to all entities subject to the
Commission's jurisdiction, thereby making each utility more equivalent in terms of their commitment to
meeting state and Commission renewable policy objectives. One mechanism to accomplish this goal
would be to apportion the purchase requirement for new renewables required to attain the RPS (i.e. an
amount equivalent to the BRPU preliminary winners) among the regulated California utilities in such a
manner as to ensure greater comparability and equivalency among all Commission regulated entities.
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d. Features To Enhance Renewable Energy Market
d.i.  Renewable TradeMark

|EP believes that arenewable trademark to market " Green Power™ will help provide consumers
with additional assurance that the retail marketer selling renewables has been certified to do so.
The concept behind arenewable trademark is similar to a"green sed” or an "organic" signature
on products sold to consumers; each trademark provides the consumer with assurance that the
product is warranted as attaining a certain product standard.

Presently, an environmental rating agency known as Eco-Rating International (ERI) providesa
blueprint for the type of agency that could certify renewable energy as meeting state standards.
ERI, founded in 1992 following the Rio Summit, is an environmental rating agency, and its
function isto assess a project or company's environmental standing by taking reference to the
most stringent internationa standards. ERI utilizes an evaluation instrument known as the
"Eco-Rating" (trademark) which is applied in amanner similar to financial rating instruments
utilized by Moody's Investors and Standard and Poors. The extent to which a company is
deemed "green” isreflected in anumerical rating system and a color-coded scheme (i.e. shades
of green).

The renewable trademark program would provide valuable benefits to both renewable retailers
and consumersin terms of product definition, quality assurance, and consumer protections.

d.ii.  Renewable Energy Credit(s)

A system of Renewable Energy Credits (RECs) will be developed to foster a secondary market
in renewables. These credits will be created by the production of renewable energy (kWh).

RECswill be alocated to renewable generators, and they will be tradeable. However, RECs
associated with existing QF generators continuing in the fixed energy price period of their
contracts will accrue to the UDC and their market value will be applied to reduce the CTC
associated with QF contracts. RECs associated with existing QF contractsin the SRAC period
of their contracts will accrue to the QF.

d.ii. UDC As Regulatory Backstop

Irrespective of arenewables program, al customers, including direct access customers, will
continue to receive amonthly bill from the UDC for distribution related charges, a public
benefits charge, and aCTC. Thus, the UDC will continue to have an accounting, reporting,
and most likely metering relationship with all customers, including direct access customers.
The UDC isthelogical entity for passing through to all customers, including direct access
customers, the costs for attaining a renewable portfolio that are not realized through self-
procurement in the market. Given that the distribution function(s) will remain a monopoly
function, the UDC will not incur "competitive disadvantage” resulting from this proposal,
because the UDC isnot "in competition” to provide its services.

d.iv. Administrative Accountability

The UDC role as "regulatory backstop” will be evaluated as part of the UDC's non-generation
PBR proceeding. The UDC PBR mechanism will include incentive mechanisms fostering the
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timely and least-cost acquisition of renewables to ensure attainment of the RPS. The UDC will
be financially rewarded for obtaining renewablesin atimely manner for the least cost. In

addition, the UDC will be guaranteed arate of return for al prudently incurred administrative
expenses.

e. Additional Concepts Being Considered As Potential Optionsin A
" Customer Choice" RPS Approach

|EP isinvestigating additional concepts and mechanisms to foster a vibrant and competitive
market for renewable energy in light of industry restructuring.
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ei. CTCCredit Option

The Commission should consider a policy alowing direct access customers entering into
bilateral contracts with renewable QFsto be dligible for a credit of al or a portion of the
competition transition charge (CTC). Under this approach, an entity that reduces the UDC's
CTC associated with QF contracts (for example, if amunicipality or large consumer bought-out
abiomass QF contract from the utility in order to ensure its continued operation) would receive
acomparable credit for CTC costs which it would otherwise pay to the UDC. Alternatively, if
acustomer purchases 100 percent of its energy from a certified renewabl e purchaser, then that
customer would be credited as having paid 100 percent of the CTC. If the customer purchases
50 percent renewables, then it would be credited as having paid 50 percent of its CTC. If, as
some propose, the CTC isvalued at around 4 cents kWh, this approach provides customers
with areal incentive to purchase the most cost-effective renewable resources available.

eii. SatePurchase

Renewabl e resources are acknowledged through existing state law (see Public Utilities Code,
Section 701) and Commission policy to provide important benefits to the state and public at
large, including resource diversity, economic development and jobs, and environmental
benefits. In order to ensure that the public continues to realize these benefits, the state on
behalf of the public should act to ensure the continued presence of renewable resourcesin the
state's energy portfolio.

The state isavery large consumer of energy. For example, the California Department of
Genera Services (DGS) and the California Department of Water Resources (DWR) purchase
vast amount of energy to meet their own requirements. These entities represent in the
aggregate some of the largest load in the state of California.

If state agencies such as DGS and DWR were required to meet a portion of their total load
through the purchase of renewable technologies, then the public benefits associated with
renewable energy production would be realized and paid for by the public at large (as
represented through its purchasing agent the respective state agency).

3. | mplementation Questions
a. What Is The Obligation?

al Howis"renewablesgeneration" defined for purposes of qualifying for tradable
"Renewables Energy Credits' (RECs) under this proposed program? Do existing and
incremental utility-owned renewable-resour ce generation qualify for Renewable Energy
Credits?

Renewables generation is defined on akWh basis (i.e. energy generated). The
definition of renewable energy reflects that prescribed in existing law (Public Utilities Code,
Section 701.1), including wind, solar, biomass (including solid-fuel, landfill gas and waste-to-
energy), and geothermal energy.

The RPS is established to reflect the level of renewables that existed in 1993, plus what
would have occurred if the Preliminary BRPU winners executed contracts. To the extent that
the RPS includes existing utility-owned renewables, then the RPS percentage would be
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adjusted accordingly.

a2 What arerenewable energy credits? How do they relate to energy portfolio
management?

Renewable energy credits (RECs) represent a unit of energy production (one credit per
kWh of production). RECs may be used to supplement and/or supplant bilateral contracts to
ensure that parties attain their renewable portfolio.

a3 Howisadiversty of renewables encouraged?

Under IEP's RPS approach, each regulated public utility in the State of California
would be required to assure that a minimum percentage of renewables (kWh as a percentage of
total annual sales) within its distribution service territory are equivaent to that which existed for
the utility as of January 1, 1994, plus that which would have existed had Preliminary BRPU
winners executed contracts; further, each regulated public utility should assure to the extent
practica the diversity of renewable resources within that same service territory at that time,
including a solid-fuel biomass technology band. To the extent that the amount of renewables
required under the RPS exceeds that which existed as of January 1, 1994 (e.g. due to load
growth), then all renewable technol ogies would be expected to compete to serve the additiona
demand.

a4  Arecurrently high-cost technologies or pre-commercial technologies fostered by
this program?

|EP's RPS proposal fosters certain high-cost renewabl e technol ogies that have proven
to be commercially/operationally viable, specifically solid-fuel biomass. While encouraging the
diversity that existed as of January 1, 1994, |EP's approach maximizes competition among all
the diverse technologies to meet demand. To the extent that certain technologies are "pre-
commercial," |EP would support their continued development and operation outside the RPS
standard as part of a public goods charge.

a5 Howisrenewable salf-generation handled? |s self-generated renewable energy
eigible for Renewable Energy Credits (RECs), or for other means of support?

Renewabl e self-generation would be treated as equivalent to a"bilateral,” direct access
arrangement (wherein the buyer and seller are the same entity). Under this arrangement, the
self-generator would (1) avoid a commensurate UDC renewable charge and (2) own any RECs
associated with the production of the renewable energy.

a.6  Howarehybrid fossil-fuel/renewabl e facilities handled?

If afacility iscertified asa"green seller,” then the production from that unit is deemed
renewable for purposes of the RPS and the RECs. The dligibility criteriafor designation asa
green sdller are yet to be devel oped, and would be expected to alow for alimited amount of
fossil-based generation to provide for operational constraints (e.g. start-up). Presently, some
renewable QFs are alowed up to 25% of their fuel to be fossil-based in order to provide for
operational constraints.

a.7  Doesout-of-state generation qualify for Renewable Energy Credits (REC9)? Is
it desirable or necessary to protect in-state Califor nia renewable ener gy generator s from out-of-
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state competition? Isit possible?

|EP's definition of renewablesisthat prescribed in existing state law (Public Utility
Code Section 701.1) which does not distinguish between in-state and out-of -state generation.
Asapractical matter, a program that defines renewables and then provides exclusions for out-
of -state generation may not satisfy the Commerce Clause of the U.S. Constitution.

a.8 If hydroisincluded, how are practical issues associated with hydropower
handled?

Public Utilities Code Section 701.1 explicitly identifies renewables such aswind, solar,
biomass, and geothermal energy. |EP does not contemplate that hydro-based generation would
beincluded in the RPS4

a.9  Howisutility-owned generation of distributed renewables handled? Doesthe
proposal permit or prohibit Renewable Energy Credits from being awarded to distributed
utility-owned renewable power not sold through the Power Exchange? Does the proposal
permit Renewable Energy Credits to accrue to applications that may involve the cross-
subsidization of generation with T& D savings, or vice versa?

The proposal does not explicitly address utility owned-distributed generation.

The UDC's Performance Based Ratemaking (PBR) mechanism would be adapted to
address concerns such as self-dealing and cross-subsidization between utility functions as
regards renewables. UDCs should be precluded from entering into bilateral contracts with
affiliated entities.

a.10 What isthelevel for the requirement? How doesthislevel relate to the level of
renewables from 1990 to the present? Does the level of the requirement increase over time,
and, if so, at what rate?

Under |EP's RPS approach, each regulated public utility in the State of California
would be required to assure that a minimum percentage of renewables (kWh as a percentage of
total annual sales) within its distribution service territory are equivaent to that which existed for
the utility as of January 1, 1994, plus that which would have existed had Preliminary BRPU
winners executed contracts; further, each regulated public utility should assure to the extent
practical the diversity of renewable resources within that same service territory at that time,
including a solid-fuel biomass technology band. The RPS does not increase over time.

a1l Describe how, if at all, the compliance obligation adjusts during the transition
period.

The compliance obligation does not adjust during the transition period.

a.12 Doesthe proposal include a uniform requirement for all electric providers, ona
statewide basis?

4 If hydropower were included in the RPS approach, the RPS (i.e. the percentage level) would have
to be increased to reflect this fact. Further, the RPS would have to be adapted to address, among other
matters, the competitive advantages inherent in large, federally subsidized hydropower facilities.
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The proposal relies on market opportunities and maximum customer choice to attain the
RPS. All Caifornia UDCs subject to the jurisdiction of the Commission will be subject to the
uniform requirement, thereby providing the regulatory "backstop™ to fill-the-gap between
market effects and the RPS. The UDC "requirement” will vary on an annual basis depending
on the success to which renewable energy is able to garner market share. However, UDC
costs, if any, associated with fulfilling the requirement will be recovered from al
customers/end-users of the transmission distribution system (excepting direct access customers
choosing to self-procure renewables).

| EP welcomes participation by Californias municipa utility districtsin this program,
but recognize that these entities are not subject to the jurisdiction of the CPUC. However, |IEP
believesthat its customer-choice RPS approach is equally applicable to municipal utilities
assuming that legidation were gpproved mandating municipal utility participation.

a.1l3 What isthetime-horizon for the program?

The RPS program should begin as soon as possible, but no later than January 1, 1998.
In light of the state's existing statutory commitments to resource diversity and renewable
resources which are expected to persist, the specific RPS program to help attain the statewide
goals and objectives should continue at a minimum until such time asafully competitive market
has emerged characterized by full direct access, many buyers and sellers, etc.

a.l4 Istherequirement established on a percentage of megawatts or percentage of
megawatt-hours basis?

Percentage of megawatt-hours basis (i.e. energy and not capacity).

a.l5 Doesthe proposal establish floorsfor certain technology types? What isthe
rational for a technology floor, if proposed?

The proposal seeksto ensure the level of diversity (kWhs) that existed as of January 1,
1994. The proposal provides atechnology floor for solid-fuel biomassin recognition of
specific non-energy related public benefits derived from its operation. Above and beyond this
amount, renewables would compete to meet demand.

b. Where ls The Obligation To Comply?

b.l1  Onwhomisthe requirement applied? Isthe requirement applied only to entities
under the Commission'sjurisdiction, or isit applied statewide?

The regulatory mandate related to the RPS would be imposed on the regulated utility
distribution companies (UDCs) which are within the jurisdiction of the Commission. Entities
not under the Commission's jurisdiction are not subject to the regulatory requirements.
However, this proposal is designed to foster to the maximum extent possible the voluntary
participation of market participants through the market-based mechanism structured around the
principle of "customer choice."

| EP welcomes participation by Californias municipa utility districtsin this program,
but recognize that these entities are not subject to the jurisdiction of the CPUC. However, |IEP
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believesthat its customer-choice RPS approach is equally applicable to municipal utilities
assuming that legidation were gpproved mandating municipal utility participation.

b.2  Areregulated retail providerstreated smilarly to unregulated retail providers? If
not, what are the differences?

Entities not under the Commission's jurisdiction are not subject to the regul atory
requirements. However, this proposal is designed to foster, to the maximum extent possible,
the voluntary participation of market participants, via a market-based mechanism structured
around the principle of "customer choice." The regulatory requirements are imposed on those
entities subject to the regulatory jurisdiction of the Commission. The costs associated with
implementing the program will be reflected in a distribution surcharge, al distribution
customers (whether served by regulated or unregulated retail providers) will participatein
funding the program on a non-bypassable basis. Customers can control these costs by self-
procuring renewabl e resources through the direct access market.

b.3  What isthe penalty for non-compliance? Should this penalty be interpreted asa
cost-cap for the program?

The primary incentive to attain the RPS is market-based. However, to the extent that a
sufficient "green market" failsto materialize, the program is designed to financially motivate the
UDCs (e.g. viaaPBR mechanism) to procurein atimely and efficient manner the requisite
renewable energy to attain the RPS. To the extent that the UDCs are ineffective in meeting this
obligation, they would not redlize the financial rewards of doing so.

b.4  Howisnon-compliance determined? Who isresponsible for determining non-
compliance and for resolving disputes arising from such a determination?

On an annual basis, the Commission will review the performance of each UDC as
regards attainment of the RPS. The UDC will receive from each of its direct access customers
self-procuring renewabl es a certification (e.g. portions of contract language) that makes clear
the direct access customer contracted for an amount of renewables. The UDCs will sum these
certifications and determine the remaining amount of renewables required to attain the RPS.
The UDC will be provided a 3-month "true-up™ period to enter the market to procure a
sufficient amount of renewables to ensure attainment of the standard. The Commission will
determine as part of the UDCs PBR proceeding whether compliance has been accomplished
and address any disputes that may arise.

b.5  What provisions add flexibility to compliance, if any?

The Commission will provide monitoring and oversight. The UDCs PBR proceeding
provide the vehicle to ensure compliance in atimely and efficient manner. To maximize the
flexibility of the UDC to serve its function as regulatory backstop, the UDC will have atrue-up
period in which to acquire renewables through the REC market.

b.6  How doesthe program ensure that the policy and its costs are non-bypassable,
such asthe CTC or the Public Goods surcharge?

Costs borne by the UDC are passed through to all distribution customers, including
direct access customers (except direct access customers certifying self-procurement), as part of
adistribution-based surcharge. This ensures that the costs for the renewable program are
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borne by al customers on a non-bypassable basis.

C. How Are Renewable Energy Credits Initially Allocated?

cl How are Renewable Energy Credits (RECs) generated from existing renewable
facilities (QFs and utility-owned) initially allocated? What impact does theinitial allocation
have on whether a vigorous market for RECs, characterized by many buyers and sellers,
forms?

RECs associated with utility-owned renewables accrue to the utility. The RECs
associated with QFs continuing in their fixed price energy payment period aso accrue to the
utility and their value is used to reduce any CTC associated with QF projects. The RECs
associated with QFs not in thelr fixed price energy payment period, but rather SRAC payments
for energy, accrue to the QF. Inall other instances, RECs are allocated based on the
contractual arrangements entered into by bilatera parties.

c.2  Whatisthereationship of the allocation of renewable energy credits and the
CTC or Public Goods surcharge? Will RECs accrue to technologies, such as on- and off-grid
renewables, in a way that would encourage customer's to disconnect from the grid and avoid
the CTC?

To the extent the UDC derives value from RECs associated with existing contracts or
exigting plant facilities receiving CTC treatment, any value/benefit associated with the RECs
should pass-through to the ratepayers by reducing the associated CTC.

IEP isinvestigating the feasibility of creating additional market-based incentivesto
foster renewables and ensure attainment of the RPS, thereby further relieving the UDC of its
obligation to purchase renewables. Under investigation is the potential for direct access
customers who serve their load from renewables to realize a credit against any CTC obligation
equal to the CTC reduction achieved.

c.3 If customersor ratepayersareinitially allocated RECs, how are the credits
administered?

RECsare atool to facilitate amarket in renewable energy and help evidence attainment
of the RPS. One credit is associated with one kWh of renewable production. Credits (and the
verification thereof) are administered by the UDC under the direction of the CPUC as
prescribed by law or policy.

c4 How would the proposed Renewable Energy Credit allocation affect
negotiations to buy out existing QF contracts? Would it encourage or discourage such
buyouts? Would it make them more or less cost effective to rate payers?

The extent to which the alocation of RECs will affect negotiations to buyout existing

QF contracts will be afunction of the economic value associated with the RECs. Thisvalue
remains unknown at thistime.

c5 How doestheinitial allocation deal with the possibility of windfall profits
accruing to individual renewables generators, or types of generators?
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[see answer to c.4]

c.6 Doesthe proposal potentially increase the value of utility-owned renewable
resourcesin away that would encourage their divestiture? If so, how should ratepayer
interests be addressed?

If the renewable market is sufficiently vibrant, then the UDC's renewabl e purchase
obligation will diminish. Thismay result in the utility-owned renewables having less value
under the ownership of the UDC, but more value under the ownership of an unaffiliated
market-player interested in direct access market opportunities. This may encourage divestiture
of certain renewable assets. The ratepayer should be indifferent, having received market value
for the divested asset (plus CTC as appropriate).

d. How Is The Program Administered?

d.l  What agency certifies the Renewable Energy Credits?

The CPUC can be the entity certifying the RECs, although another state agency could easily
accomplish this fact.

d.2  What mechanisms are proposed for trading of Renewable Energy Credits?
How do the trading mechanismsrelate to the initial allocation of Renewable Energy Credits?

To the extent that | EP understands the trading mechanisms proposed by other parties, IEP's
proposed trading mechanismsis no different.

d.3  What mechanismsare proposed for program oversight and mid-course
corrections?

The Commission will provide monitoring and oversight. The UDCs PBR mechanism provide
the vehicle to ensure compliance in atimely and efficient manner.

d4  What agency monitors and enforces compliance with the program, and how is it
carried out?
The Commission will provide monitoring and oversight. The UDCs PBR mechanism provide
the vehicle to ensure compliance in atimely and efficient manner.

e. Cost-Related Issues

el  What arethe costs associated with the program, and who pays?
The costs of the program are dependent on the success of the bilateral market for renewable
energy. If the bilateral renewable market is successful, then the cost to UDC ratepayersis

zero. Tothe extent that any UDC costs arise, then al the UDCs distribution customers
participate in funding the program through a non-bypassable public goods charge.
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e2  What cost-containment measures, if any, are provided?

Therigors of the competitive market are the primary forces for containing costs. Retail "green
marketers" will compete to lower the portfolio costs associated with renewable energy while
meeting the demands of the customers exercising choice in the marketplace.

e3 If the program utilizes floors for certain technol ogy-types, what are the cost
implications?

|EP's proposal prescribes only a signal technology band for solid-fuel biomass. This
minimizes the costs associated with a technology band approach, and ensures that competition
for renewablesis as broad as possible. This approach is expected to minimize the total cost for
the program while providing a mechanism to ensure maintenance of the existing level of
benefits derived from renewabl e technologies including solid-fuel biomass.

e4  WIll implementation of the program lead to cost-shifting between consumer
groups or regions of the state?

The implementation of a public goods charge pursuant to the RPS approach should not result in
any cost-shifting among consumer groups. Regarding the issue of cost-shifting between
regions, implementation of the program will help attain the policy goals established by the state
legidature during the 1980s by ensuring that utilities which failed to meet their renewable
resource obligation do so in atimely and efficient manner. Cost shifting does not materialize
when UDCs are motivated to accomplish policy goals previoudy enunciated by the state
legidlature and the Commission.

eb How is competition within and between renewabl e technol ogies encouraged?
Between existing renewables facilities and potential new facilities?

|EP's proposal fosters competition among all the renewable technologies to " capture” that
portion of the renewable supply that exceeds that which existed as of January 1, 1994. In
addition, to the extent that load-growth occursin jurisdictions under the CPUC authority, then
the size of the renewables will increase concomitantly, and all renewabl e technol ogies will
compete to meet this additional demand.

e6  Whatimplications, if any, doesthe proposal have in defining the roles of the
UDC and of competitive suppliers of electricity?

Assuming the UDC isfunctionally unbundled (as directed by the Commission) from the
utilities transmission and generation functions, yet the distribution services remain regulated
monopoly functions, then the UDC should be financially indifferent to the direct and/or indirect
effect that any renewable program has on the competitive position of individual generators.
Because the RPS surcharge is non-bypassable and will be charged to all direct access
customers (excepting those choosing to self-procure renewables), then the RPS surcharge does
not impose any competitive disadvantage on the UDC vis-a-visthe retail distribution business.
However, if the UDC is not competitive in its procurement of renewables to attain the RPS
standard, then the risk remains that direct access customers will procure such renewables from
other direct accessretailers.

e7  What isthe consstency of this proposal in relation to cost-related guidance
provided by the PUC Roadmap?

RWG Report DRAFT #2, July 9, 1996 -- Section V.1.B, Page 14



|EP believes that its approach conforms to the Commission's cost concerns, by minimizing
administrative and procurement costs while maximizing the diversity benefits derived by
sustaining as diverse a portfolio as practical viathe marketplace.

f. How Does The Program Fit With Other Aspects Of Electric
Industry Reform?

f.1 |'s the program compatible with the existence of an Independent System
Operator? A Power Exchange? A Direct Access Market? |sthe proposal consistent with the
Commission's vision of the role of the Power Exchange and 1S0?

Nothing in the IEP proposal isincompatible with the Commission's vision of therole of the
| SO and the Power Exchange in a restructured market.

f.2 Isthe proposal dependent in any way on the Power Exchange or 1SO? If so,
are any additional protocols necessary?

No.

f.3 Doesthe proposal involve conflicts of interest between distribution and
competitiveretail service? If so how are they resolved?

Implementation of the renewable RPS is separate from the competitive market for non-
renewable energy. Accordingly, the competition between the UDC and direct access providers
will not be affected by implementation of the standard. All customers, including direct access
customers, will be subject to the renewables public goods charge unless the direct access
customers choose to procure such resources on their own. Furthermore, assuming the UDC is
functionally unbundled from the utilities transmission and generation functions, then the UDC
should be financially indifferent to the direct and/or indirect effect that any renewable program
has on the competitive position of individual generators.

f.4 How does the program avoid conflicts of jurisdiction between state and federal
levels?

|EP's proposal istotally within the jurisdiction of the Commission to implement because the
purchase requirement is place solely on the state-regulated utility distribution company.
Accordingly, the proposal does not raise questions of FERC jurisdiction nor doesit raise
commerce clause concerns, because this program can be implemented by the Commission on
its own action and the program does not require legidative action. No state and/or federd
jurisdictional issues should arise viathis proposal. This assures that the program can be
implemented in atimely and efficient manner, and that it will not be delayed due to
jurisdictional and legal appeals.

f.5 What is the relationship between the Proposal and Direct Access " Green
Marketing"

|EP believes that arenewable trademark to market " Green Power™ will help provide consumers
with additional assurance that the retail marketer selling renewables has been certified to do so.
The concept behind arenewable trademark is similar to a"green sed” or an "organic" signature
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on products sold to consumers; each trademark provides the consumer with assurance that the
product is warranted as attaining a certain product standard.

Presently, an environmental rating agency known as Eco-Rating International (ERI) providesa
blueprint for the type of agency that could certify renewable energy as meeting state standards.
ERI, founded in 1992 following the Rio Summit, is an environmental rating agency, and its
function isto assess a project or company's environmental standing by taking reference to the
most stringent internationa standards. ERI utilizes an evaluation instrument known as the
"Eco-Rating" (trademark) which is applied in amanner similar to financial rating instruments
utilized by Moody's Investors and Standard and Poors. The extent to which a company is
deemed "green” isreflected in anumerical rating system and a color-coded scheme (i.e. shades
of green).

The renewable trademark program would provide valuable benefits to both renewable retailers
and consumersin terms of product definition, quality assurance, and consumer protections.

f.6 What is the relationship between the proposal and Performance-Based
Ratemaking (PBR)? Doesthe proposal place Renewable Energy Credits under PBR, or
exclude Renewable Energy Credits from PBR?

A PBR mechanism will be used to provide the Commission the opportunity to measure (and
police) the extent to which the UDC has procured the requisite amount of renewablesin a
timely and efficient manner. The PBR should be structured to provide financial incentivesto
the UDC to meet the state's policy goals and objectives.

f.7 Doesthe program create any potential market-power problemsinvolving the
generation market or Renewable Energy Credits (RECs)?

To the extent that market-based solutions are employed (i.e. creating opportunities for many
buyers and sellers of RECs), then market power concerns lessen.

f.8 Doesthe proposal relate to any consumer protection or consumer education
efforts? For example,

a. Rulesfor new entrants. Does the proposal entail any licensing
requirements for new entrants? Should compliance with the minimum renewabl es requirement
be a condition of salling power at theretail level?

b. Consumer education: Does the proposal require any consumer
education? For example, how does the proposal protect consumers from"green marketing”
programs where marketers collect twice -- once for credit sales and once for "green" power
sales, thereby not increasing total green power? This could entail, e.g., disclosure
requirements to inform consumer s about the amount of renewable energy they are purchasing
that is supported by Renewable Energy Credits, or statementsregarding price stability or price
risks associated with the seller's resource portfolio. Would RECs accrue to utilities from green
pricing programs where utilities have unique customer information and access?

The certification of "green marketers' will have state-approved criteriato protect against
consumer fraud, and provide the mechanism to prosecute entities who fail to abide by the rules
governing the certification. The purpose would be to provide necessary consumer protections,
disclosure, and information/access.
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Because the RPS mandate applies to only to the UDC, licensing requirements on all retall
providers would not necessary in order to implement the program (licensing requirements may
be necessary and appropriate for other reasons). Moreover, compliance with the RPS would
not be a condition for selling power at the retail level.

The "green marketing" program would be designed to provide explicit consumer protections.
In addition to being warranted by the state for having certain renewable attributes, a"green
seller" would be expected to provide consumers with information related to the source and type
of renewable energy being sold, the amount of renewable energy in the portfolio (including the
amount of RECs), and other information deemed appropriate.

f.9 How, if at all, does the Proposal relate to RD& D programs funded by the
Public Goods Surcharge?

The proposal is not meant to address renewable technol ogies more suitable for RD& D-type
programs.

f.10 How, if at all, does the Proposal relate to energy-efficiency programs funded by
the Public Goods Surcharge?

This proposal has no direct relationship to energy-efficiency programs funded by the public
goods surcharge. This proposal does, however, administer a surcharge mechanism in the
same manner asis proposed for public goods.

f.11 How doesthis proposal affect the CEQA compliance work recently initiated by
the Commission?

This proposal does not necessarily change the existing mix of supply resources, except to
create the opportunity for the development and operation of cleaner and more efficient energy
technologies.

g. L egislative Requirements

g.1  Canthe Commission implement this proposal by itself, or islegidation
required? What is the status of entities not under Commission jurisdiction in this program?

The Commission can implement this proposal by itself. Entities not under the Commission's
jurisdiction are not subject to the regulatory requirements.

g.2 What steps are needed to implement the program, and how long would it take?
How does this implementation timing relate to the Commission's 1998 implementation goal ?

This program does not require action by the legidature. Accordingly, it may be implemented

as soon as the Commission is prepared to move forward. 1EP would hope that this program
would be implemented no later than January 1, 1998.
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4. Positions of the Parties in Favor/Neutral/Oppose

Comments of the CPUC’s Division of Ratepayer Advocates, the Utility
Consumers Action Network, and the Independent Power Providers

[116 Words]
DRA opposes this proposal because it:

1 Would monopsoni ze renewabl e generation and/or renewable energy creditsin each
UDC service territory, diminishing competition in renewables markets.

2. Puts UDCs in aconflict of interest by forcing them to manage REC porfolios or
maintain renewable generation on behaf of competitors.

3. Requires more regulation of the wires company by the Comission, rather than less, as
isdesired.
4, Does not resolve municipal utilities and cooperatives being able to opt out of the

renewable requirements.

5. Is not an option in the Commission's restructuring decision, which applies the
renewables obligation to al retail providers or generators.

6. Affords tradable RECs to UDC-owned resources prior to their divestiture or spin-off.

Comments of AWEA/CBEA/GEA/STEA

OPPOSE. Not competitively neutral—UDC faces unequal burden compared to other retall
suppliers. Reliance on compliance "incentives' fails to ensure appropriate support for
renewables and relies on regulatory hearing room to meet policy goals. Conflict of interest in
UDC billing its competitors' customers, requiring greater regulatory oversight. UDC
"backstop” approach: makesit difficult for UDC to enter into long-term purchase arrangements
due to constantly moving target; requires "after-the-fact" determination of what the market is
producing, delaying renewables acquisitions; and requires reporting by direct access
customers. Having only three buyers of RECs creates oligopsony situation. See appendixX.

Commetns of the Surcharge/Production Credit Proposers
|. Fosters perverseincentives. This proposal callsfor “old world” command and control. It

encourages program “gaming,” adversarial conduct, and litigious atmosphere rather than
pursuit of successin open competition.

.

[11. Failsto definecosts: Seeltem 1in AWEA Proposal comments.

V.

V. Requiresutilitiesto buy power outside of pool: This requirement isinconsistent with the
CPUC decision, will be very complicated, and will reduce possible participation in the
pool. Necessary contracts likely above market, signed after 1/1/98 for required purchases,
arenot eligiblefor CTC.
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Comments of Orange County, Sonoma County, City of Sacramento, NEO
Corporation

We oppose this proposal because it subsidizes existing facilities. We believe all money should
go to new projects with the latest technology. Private sector devel opers evaluated and took risk
years ago when they built. Ratepayers did not share in the profits and should no longer have to
support them. These facilities are free to seek other financial support such as grants, tax credits
and vendor participation. This proposal isaBRPU selection process. We vigorously oppose
tiers or set asides for technologies. Competition should be market driven through an
unencumbered bid process.

Comments of the Union of Concerned Scientists

Oppose.

Good points: MRPR set at 1993 |evels + preliminary BRPU winners, reducing need for
increments. Exclusion of hydro. Biomass band ensures adiversity or renewables and values
unique environmental and socia attributes. Does not require legidation.

Bad points: Has no non-compliance penalty, outside of undefined CPUC incentive action on
PBR rate cap. Not competitively neutral: obligation placed on UDC only, excluding munis
from requirement. UDCs do not have as strong as an incentive asretail suppliersto find low-
cost, high performing, high value projects. Green marketers would be able to double-dip by
collecting RECs and charging more for energy.

Comments of Los Angeles Department of Water and Power (LADWP)

The procurement of renewable resources should be the responsibility of some state

entity for the state power pool and the above-market costs of compliance should be borne
uniformly by all customers served by the UDC on a non-bypassable basis. Rather than having
many entities responsible for procurement of renewables, having one entity responsible for the
state’' s procurement of renewable resources will minimize the transaction costs of compliance.
Thelevel and diversity of renewable resource mix should be established by the state legidature.
The renewables program should be reviewed every five years or so.

Comments of Southern California Edision
[109 Words]

This proposal has the same flaws as the AWEA proposal: an unknown cost, an expensive
separate biomass standard and alocation of credits from existing renewable projects to the
generators, not the ratepayers. It has one additional inequitable feature. Like the AWEA
proposal, this proposal puts the purchase requirement on the retail provider of power.
However, in the event aretail provider does not meet the requirement, thelocal distribution
company isforced to make up the difference through additiona renewable purchases. This
places both an administrative burden on the distribution utility and frees power marketers and
brokersto ignore the entire renewabl e requirement if they

choose to do so.
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Comments of CALSEIA/SEIA/CEC/ETDD
[116 Words]

OPPOSE

Purchase Timing Exacerbates Market Ingtabilities: Potentially unstable and unworkable
mechanism due to timing of renewables purchases by customersfirst with UDCs as backstop.
UDCs must wait untill late in annual purchase cycle to determine amount of customer
purchased RECs. Late market entry of UDCs may find insufficuent numbers of RECs
available, since RECs don't exist until after power is generated. This forces renewable
generators to take risk of generating without certainty of purchaser or price for RECs or to not
generate and cause REC shortage. Stability of market-based approaches require most RECs be
pre-sold to provide minimal revenue certainty to generators. Similary, oligopsony power of
three UDCs poses problem for orderly and fair market for RECs.

Comments of the California Integrated Waste Management Board

Support: The proposal contains the attractive features of a market-based RPS. Aswith
the AWEA/CBEA/GEA proposal thereisabiomass band. This proposal could be implemented
by the Commission without legidlation.

The proposal may alow for the largest cohort of renewable energy by including the
load growth that the now-defunct BRPU would have provided. Conversely, the proposal does
not include all retail sellersin California.

|EP is perhaps alittle optimistic about the effectiveness of emerging "green marketing.”
This proposal may not result in quite the level of price competition asthe AWEA/CBEA/GEA
proposal should.

Comments of Don Augenstein

This"Customer Choice" Renewable Portfolio Standard proposal appears well thought out. A
set-aside or "banding" for solid biomass fueled facilities is reasonable based on environmental
judtifications under the utility code (non-energy public benefits). However a proposed 13% of
renewables in the portfolio may result in some high renewables costs at the outset, inasmuch as
it would be difficult to "ramp up" quickly. It needsto mention other biogas aswell aslandfill
gas. On the whole it appears avery good proposal.

Comments of SOCAL Gas
[132 Wordsg]

Their proposal is based on the renewable energy production in January 1994 plus the
equivalent energy production from the preliminary BRPU winners. Thereis no justification to
use this 13% level asthetarget level. Additionally, allowing customers purchasing energy from
renewable QFsto avoid paying the CTC, undermines the nonbypassable aspect of the CTC. If
the QFs were solely responsible for all of the CTC their proposal would be fair. However,
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allowing customers to avoid the CTC by purchasing renewables would result in a further
subsidy to renewables as the remaining customers would have to pay for the non renewable
portion of the CTC avoided by renewable purchasers. Requiring the utilities to continue the
administration of the project is not desirable, given they no longer have the mandate for energy
procurement.

Comments of SDG& E

Oppose:

*
*
*

*

No cost limitation.

Primarily subsidizes aready-subsidized existing projects instead of new development.
Cost responsibility inequitably allocated to consumers based on illegal BRPU, which
would leave had San Diego consumers pay in excess of 20% above market costs.
Inequitable for consumers because municipal customers pay no share of IEP's
proposal.

Inconsistent with electric restructuring; mandates distribution companies to maintain
resource portfolio instead of relying on the competitive market.

A competitive renewable trading market likely will take significantly longer than two
yearsto develop.

Administratively burdensome and complex.
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